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PROCEEDINGS
9:12 a.m.

PRESIDING MEMBER GEESMAN: I1*m John
Geesman, the Commission"s Presiding Member of its
2005 Integrated Energy Policy Report. To my right
is Commissioner Jim Boyd, the Associate Member of
the Integrated Energy Policy Report Committee and
the Presiding Member of the Commission®s
Transportation Fuels Committee. To my left is
Commissioner Jackalyne Pfannenstiel, the Associate
Member of the Commission®s Transportation Fuels
Committee.

This is a workshop on proposed
transportation energy efficiency, alternative
fuels, and VMT reduction analyses that will form
the scope of the analysis that our staff conducts
for the 2005 cycle of our Energy Report.

I suspect it will carry forward the
analysis done for our 2003 Integrated Energy
Policy Report and the analysis that we performed
in conjunction with the California Air Resources
Board in response to AB2076 Report that the
Commission had opted in the summer of 2003.

We are the most mobile society | suspect

in the history of the world. We have had the
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benefit of that mobility in California for a long
time. Increasingly we bear the burden of that
mobility. Since 1988, our state has become a net
importer of refined transportation fuels,
primarily petroleum based, and we are increasingly
seeing both the environmental and economic
consequences of that shift.

Our efforts have been focused on ways in
which to displace that petroleum both through
improvements and efficiency and the development of
alternative fuels. Today"s workshop is intended
to establish the scope of the analyses that we
will be doing over the course of the 2005 cycle.
All envisioned to end up in adoption of a final
set of policy recommendations by the Commission in
November of 2005.

Commissioner Boyd.

COMMISSIONER BOYD: Thank you,
Commissioner Geesman. 1 think you pretty well
covered everything. Just to reinforce a couple of
your points, what we are desiring to look at in
order to address this continuing dilemma of the
propensity of Californians to make such heavy
demands on transportation that we cannot seemingly

adequately meet the energy needs for that
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transportation, i.e. the uses of fuels in
transportation vehicles, and our basic fuel source
is conventional fuel, i.e. petroleum.

Therefore, in our 2076 analysis as it is
called and in the Integrated Energy Policy Report
of 2003, we pointed out that energy area needed
efficiency actions and activities just like the
other energy supply areas, electricity and natural
gas. So, as you have indicated, we are interested
in what can be done with regard to energy
efficiency through alternative technologies and
other measures. In addition, as indicated, what
alternative fuels are there to try to meet this
ever growing demand. We have for years dealt with
the continuous expansion of vehicle miles traveled
by the California population as the population
grows.

1, too, look forward to some innovative
good ideas in this arena. Thank you.

MR. FONG: Thank you Commissioners
Geesman and Boyd. 1°d like to remind people in
the audience who wish to speak to Fill out one of
the blue cards which is on the table in the entry
way. We will use those cards to call upon you

when we open up the floor to general comments.
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We also have a list of speakers who have
previously indicated a desire to speak, and so our
Commissioners will be calling on those individuals
First before they go to the blue cards that are
submitted to them.

For the record, my name is Dan Fong. |
will serve as the lead analyst for the
transportation elements of this addition of the
2005 Energy Report.

Those of you who have questions or want
to submit information should contact me. My e-
mail address was on the workshop notice, probably
also on the Commission®s phone directory if you
want to contact me in that mode.

This morning I will go through a brief
overview of the planned analysis that we propose
for transportation energy related issues.

111 say a little bit about the
background of this analysis, touching upon some of
our work that we did in support of the 2003 Energy
Report.

I will say a little bit about the goals
of the current analysis, the methodology we
propose to use, some of the options that we

believe merit updating or inclusion in this Energy
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Report, and then some administrative information
about how to go about submitting comments to the
Staff and to the Commission.

Previously the Energy Commission
produced a report titled ""Reducing the State"s
Petroleum Dependence™. This was done in response
to legislation AB2076. Concurrent with that
effort, the Commission was working on the 2003
Energy Report. We essentially used much of the
analysis that we did for 2076 and incorporated
that as part of the Energy Report.

We made some significant recommendations
to reduce the State"s overall demand of petroleum
fuels in the 2020-2030 time frame. We also
recommended that we begin to diversify our energy
mix and begin to employ an increasing amount of
non-petroleum-based fuels and technologies.

For this particular analysis, we again
want to determine the merit of options to reduce
California®s transportation energy demand.

We certainly also invite broad
participation of interested parties to help us
identify those options and to conduct assessments
of their value as part of the technical work that

we eventually want to publish and present to the
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Commission.

The methodology that we propose to use
is essentially a cost and benefit comparison. We
will evaluate options to increase efficiency and
use alternative fuels as compared to reference
scenarios.

Those reference scenarios are being
developed by our transportation energy demand
staff. Those referenced scenarios are also called
"business as usual' cases.

We hope to evaluate incremental costs
and benefits of those options to reduce
transportation energy demand.

The reference scenarios are being
produced by a computer model, which we call
CalCars, it is a consumer choice model.

From this analysis, we hope to determine
net benefits over the time period of the 2005
Energy Report which is from 2005 to 2025.

The net benefits in our methodology
include direct environmental and non-environmental
elements and well as external costs of petroleum
dependency.

The environmental elements will be

updated as needed by ARB staff, and 1 need to make

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

a slight correction to that statement. ARB staff
will be using work that they have already
completed that might be used to update various
elements of the environmental portions of our
work. They, however, are not proposing
necessarily to do new work that they have not
already completed.

The results that we will project will be
based upon a range of fuel prices, rebound
effects, and discounting of future costs and
benefits.

In the efficiency area, here is a list
of some of the key efficiency options that we
believe we should be including in our analysis.

The first bullet is improve vehicle fuel
economy. We will look at a variety of scenarios
and based upon different levels of fuel
improvement, we will run some cases trying to
measure based upon revised petroleum fuel
forecasts what looks good to the buying public.

One of the significant near-term
measures that we believe merits analysis is fuel
efficient replacement tires. The Commission is
beginning to initiate a test project that we hope

will give us new data to reevaluate this
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particular efficiency option.

We also have pursued in the past
examination of improve vehicle maintenance
practices that will either maintain or improve the
efficiency of existing vehicles on the road.

We would also like to further evaluate
the possibility of all government fleets based
here in California using best in class purchasing
practices to emphasize fuel efficiency.

We are also looking on the heavy duty
side on the option of more efficient heavy duty
engines for trucks.

A relatively new petroleum reduction
option that emerged near the end of our original
work for the 2003 Energy Report is truck stop
electrification. Some of you may have recently
heard about this on NPR.

The last efficiency option which we
believe merits some consideration is low viscosity
lubricating oils.

PRESIDING MEMBER GEESMAN: 1Is there a
reason why you don"t include private fleets in
your analysis?

MR. FONG: The private fleets will be

evaluated under improved vehicle fuel economy. We
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would look at the fleet at large for that
particular case. We are not, though, emphasizing
like car rental fleets iIn specific way.

PRESIDING MEMBER GEESMAN: 1Is there a
reason for that?

MR. FONG: Probably just a lack of our
own thought process, but certainly 1 think we can
include that in some fashion.

PRESIDING MEMBER GEESMAN: I know in the
wake of Supreme Court decision relating to the
South Coast®s efforts in this regard, there is a
fair body of thought that if included in the state
implementation plan, that regulatory authority
could be extended to include private fleets, and
it would occur to me that depending on what level
of urgency we attach to this area, that may be a
viable policy option for this state.

MR. FONG: Correct.

PRESIDING MEMBER GEESMAN: 1 would
encourage you to include that in your list of
options.

MR. FONG: All right. For the
alternative fuel options that we believe merit
some consideration in this energy report. 1 have

listed those here. We are hopeful that others
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10
might identify some additional options that we
would consider.

The ones we have previously examined and
continue to be very positive about include bio-
diesel. This is a fuel produced from vegetable
oils or oils previously used in the restaurant
energy. It is used primarily in heavy duty
vehicles.

We are also hopeful that some emerging
OEM products in the light duty vehicle sector can
use compressed natural gas.

There is still some positive
applications for electric battery technologies
which we want to explore.

Ethanol fuel, which is primarily used as
a blending ingredient. We also have analysis
looking at a higher order blend that would go into
fuel flexible vehicles, which are currently being
marketed here in California.

There are additional hybrid electric
vehicles that we call good connected or plug-ins
that we see having very positive economics.

There is a fuel derived from natural gas
which we are now calling gas to liquid fuel that

is being developed quite extensively by the all
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11
industry. Again, this is a fuel that would go
into diesel-powered engines.

Hydrogen. 1 am sure most of you have
heard the state is currently working on Governor
Schwarzenegger®s Initiative called ""The Hydrogen
Highway Network™.

We also see continuing deployment and
use of LNG and CNG in trucks.

Liquified Petroleum Gas or LPG also
continues to find nitch market applications.

Lastly, a new category that we have not
previously analyzed which would include heavy duty
Hybrid Hydraulic and Hybrid Electric type
technologies in the heavy duty sector.

We have a third category of petroleum
reduction options, which we label VMT reduction
options. We did a screening exercise in 2003
looking at these options to try to determine sort
of an upper-bound petroleum reduction potential.

We were not able to, however, determine
what might be the cost and potential
implementation of many of these VMT reduction
options. At this time, we certainly invite
members of the public and other interest parties

to bring to our attention any potential missed
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12
opportunities in this particular area.

We are not planning an extensive redo of
that screening analysis that we did in 2003 for
these particular options. For the record, some of
these options include expanded use of public
transit. We have this very broad-based concept of
smart energy growth, which is part of land use
planning.

There is a host of VMT reduction
measures that have been tried on the local level.
These include telecommuting policies, ridesharing
policies, the use of a compressed work week, and
the use of transportation allowances in lieu of,
for example, free parking.

There is also an opportunity to
accelerate more efficient vehicles. We can do
that by accelerating vehicle retirement.

There is a possibility of saving fuel
through reducing highway speed limits. Recently,
California is now exploring the potential of a
high speed rail system. That again would
potentially reduce single occupancy vehicle travel
through high speed rail.

Lastly, because of the magnitude of the

movement of goods, many ports are now trying to
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13
develop efficient freight movement systems and
programs that can relieve the bottlenecks which
are occurring at many of our ports in the Bay Area
and in the Los Angeles/Long Beach area.

For those of you who want to submit
written comments, we have a deadline of January 7,
2005. The workshop notice provides instructions
for submitting those written comments, but please
clearly indicate on those comments that they are
intended for the 2005 Energy Report Petroleum
Analysis. The Docket No. for those comments is
04-1EP-01-A.

That completes my prepared remarks. We

would be glad to answer any questions at this

time.

PRESIDING MEMBER GEESMAN: Hearing
none --

CAPT. MULDOON: (Inaudible.)

PRESIDING MEMBER GEESMAN: Yes, go
ahead.

CAPT. MULDOON: Yes, this is Capt. Jim
Muldoon with the United States Air Force stationed
in Detroit with the United States Army National
Automotive Center.

Some of the things that may be a

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

14
possibility, things that we are investing is
obviously plain electrical vehicles, anywhere from
a half ton pick up, quarter ton pick up, and then
of course your NEV"s and city vehicles.

Along with that, we are also
investigating more use of hydrogen and natural gas
blends, as well as waste to gas, kind of like the
gas to liquids, but also waste products, either
animal, human, or municipal waste to include
tires.

I wonder if any of those were included
into (inaudible) to better use resources and
infrastructure.

MR. FONG: We will be examining some
opportunities in electric vehicle drive, but if
you have case studies or analysis that supports
the work that you are doing, we certainly would
value getting copies of that material. Any
assumptions that you were asked to make as you
develop those programs, we would also be very
interested in seeing.

We recognize that there are probably a
lot of nitch applications where those technologies
make a lot of sense. We are very interested in

knowing about where those applications are being
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15
used in a successful way and what drives the
particular application and use. So, if you have
that material, again, we welcome their submission
and hope to hear from you.

CAPT. MULDOON: All right. It sounds
like you are getting some of your information from
Epri Power Research Institute as well as maybe
some influence from West Start/Cal Start. We are
working with both of those organizations to
maximize our resources.

We are also working with the airlines as
well, both for on the ramp as well as
transportation and vehicle use in and around the
whole facilities. 1 didn"t hear anything
pertaining that market as well.

MR. FONG: Yeah, that wasn"t on my
prepared slides, but we recognize that ground
support opportunities at airports exist for these
non-petroleum fields, so we are going to be
looking at those options too.

CAPT MULDOON: Up here in Ann Arbor, EPA
is pushing really rather hard the hybrid hydraulic
drive frame, both from a parallel, but they also
think that the series configuration can work out

along with the CVT type of technology. We
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received some information, some presentations that
do technologies and hydraulic pumps and motors has
really increased the efficiency.

Before it was a convenience to use it,
but now the efficiencies are coming right up with
the electric drive.

MR. FONG: We certainly agree. The
hydraulic drive systems do look extremely
positive. They are relatively easy to implement,
and they should have a very rapid payback.

MR. BOYD: You might point out that we
have over a dozen speakers we have arranged to
have speak, and the gentleman has brought up
several of the subjects I think some of them will
broach. Certainly hythane, bio-gas, hybrid
hydraulics. Our Ffirst speaker when we get to that
point will be the CalStart WestStart people, so |
think they will add something to the body of
knowledge here today.

CAPT. MULDOON: Great.

PRESIDING MEMBER GEESMAN: Other
comments from the phone?

(No response.)

MR. FONG: Why don"t we go to CalStart,

John Boesel.
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MR. BOESEL: Good morning,
Commissioners. | very much appreciate this
opportunity to talk to you and discuss this very
important subject facing the state.

Just a quick overview on who we are. We
are a not for profit organization that works with
industry and public/private partnerships to create
high quality jobs, clean the air, reduce our
dependence on foreign oil, and increase energy
efficiency.

We are a membership organization. We
have over 115 participating organizations,
including the California Energy Commission through
Commissioner Boyd"s participation on our Board of
Directors.

A very diverse group of companies that
represent our fuel neutrality. There are
companies working on hybrid technology, natural
gas, hydrogen, fuel cells, a wide array of
technologies.

I thought in terms of updating this
report, we would First sort of focus on what
hasn"t changed since the report came out over a
year ago and was presented to the administration.

The situation in terms of who has the
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oil has not changed very much. Clearly, OPEC has
it, and our reserves here in the U.S. are very
small comparatively speaking. According to the
Department of Energy, the five countries within
OPEC that have the oil are based in the Middle
East, and they have about two-thirds of the proven
reserves as we know them today. There is the
United States consuming about a quarter of the
world"s oil on a daily basis.

I think it is fair to say that the
nations that have significant future reserves of
oil or either unstable, undemocratic, hostile to
the United States, or some combination of the
above.

California resident George Schultz
recently in a forward to a new book that came out
in October, said, how many more times must we be
hit on the head by a 2 x 4 before we do something
decisive about this acute problem.

What has the federal government in the
last 31 years since President Nixon announced
Project Independence. Basically, our dependence
on foreign oil has grown over 50 percent during
that period as we are now approximately 60 to 65

dependent on foreign oil. We started out at 40
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percent in 1973. Of course, our dependence on
OPEC 1is increasing.

Will this be another legacy of the baby
boomer generation is a fair question to ask.
According to the Energy Information
Administration, oil prices are expected to
increase, and | think we will continue to see the
price volatility that we have seen over the past
20 and 30 years.

According again to the Energy
Information Agency, there is burning oil remains
the largest source of CO2 and greenhouse gas
emissions and they predict that will continue to
be the case in 2025.

Just a few points on the climate change
situation. Just some pictures that came out most
recently comparing what is happening in Alaska
over the last 100 years, as you can see In one
picture showing where these glaciers existed about
100 years ago and where they are today. There is
actually vegetation growing in those places.

Here is another picture showing a
glacier emptying into a glacial lake, and that is
now a dust covered glacier that is stagnant and

not moving. So, I think some very graphic
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examples of what is happening in Alaska. Even
Senator Stevens is saying things have warmed up
here. We are not challenging that anymore.

There is some question in his mind about
why they are warming up, but there is no question
that things are warming up.

Since the last year, when this report
came out, there was a very well done study by a
number of scientists and the proceedings were
published in the National Academy of Sciences
talking about the threats specifically to the
state from climate change in terms of our Sierra
showpack.

What was most disturbing in my mind was
this 2070 to 2099 time frame. Under a low
emissions scenario, we have 27 percent of the
Sierra snowpack remaining. So, there is a window
of opportunity here that is open, and we need to
react quickly and move quickly if we are going to
address it.

What has changed during this time period
is that the hybrid market is booming. Current
demand is outstripping supply. According to the
Wall Street Journal, when you factor in the fuel

savings tax rebates, you actually have a net
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economic gain with today"s oil prices.

There are four models of hybrids now
available, eight models by the end of 2005, and
probably 50 by the end of 2010 based on a number
of announcements. A leading executive with Toyota
said the future will be a hybrid society.

There was mention to various heavy duty
hybrid technology, and 1 think this whole area has
grown dramatically in the last year. At our
national meeting we put on called the HTUF, The
Hybrid Truck Users Forum, we had over 250 fleet
and industry attendees come, a 45 percent increase
over the previous year. There was almost a
doubling of the vehicles available for ride and
drive and demonstration.

This International Truck and Engine said
that they will go into production of this truck.
They will provide 20 of them under a program with
the Department of Defense. It is a hybrid
electric truck. They estimate about 50 percent
improvement in fuel economy.

What was very encouraging was that
International said that they will go into limited
commercial production in 2006.

Then there was mention of hydraulic

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

22
hybrids that have come to the for. A possible
lower cost hybrid system, and there are a number
of major players pursuing this technology
including Eaton, Parker Hannafin, and Dana, as
well as the US EPA in Ann Arbor actually has some
intellectual property in this area.

With some funding from the South Coast
Qir Quality Management District, we are taking a
hydraulic system developed by Eaton, and we will
be demonstrating it at a natural gas refuse truck.

I think when we start thinking about
some of the combinations of alternative fuels and
some of these hybrid technologies, we get some
very impressive environmental and energy benefits
from that.

Mercedes has announced that they will
have a 50 state diesel engine by 2007. So, if
they are able to do that, then we will have
another option for improving fuel economy.

Dan mentioned idle management
technology. 1 think it is really becoming
mainstream beyond truck stop electrification,
Caterpillar, Freightliner, and Cummins have all
announced idle management technologies and said

they will begin offering next year. Basically,
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most of them come down to a smaller diesel engine
on board that is somewhere between three to ten
horse power engine that is much more efficient,
quieter, and doesn"t require the main engine to be
running. 1 think that is another area where we
will see significant fuel improvements.

Another area that Dan mentioned that the
VMT section was not going to be updated, but bus
rapid transit is really taking off nationwide, but
particularly here in California.

In the Los Angeles County, MTA has
actually had success in getting people out of
their cars and getting into busses using bus rapid
transit service where you are providing rail-like
service but using busses, and it is getting people
there faster and making them enjoy the experience
more.

You see down below there, their latest
60 foot articulated natural gas bus that will go
into service in the San Fernando Valley. What is
exciting is not only is this a new way to get
people out of their cars, but this segment will be
significantly advanced in terms of 50 percent of
the new vehicles will be powered by alternative

fuels or hybrid systems.

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

24

Another project that we are working on
that I think there is some opportunity to look at
it are E-scooters for commuters. As an example of
ways to get people to and from rail stations
easily and quickly, this is a program we have in
down in Pasadena where they put in the new Gold
Line, but they have several stations where there
is no parking.

These smaller electric vehicles can be a
great way to get people to and from transit
stations and certainly doing it at a price well
below the cost of trying to build new parking
lots.

When we were launched in 1992 was really
with the goal of trying to address all these
problems by creating high quality jobs and this
year we did an updated report on California®s
clean vehicle industry. It was interesting to
find that we identified 125 companies and
organizations within California that were working
on transportation technologies related to
greenhouse gas amazon controls.

We survey them, and we found that 74
percent of the respondents found that strong

greenhouse gas emission control regulations would
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positively or very positively effect their
business operations in California and encourage
them to invest more in hire more people in the
State of California.

Just a few examples of strong state
leadership and public/private partnerships that 1
thought would be worth sharing here today is that
along similar to the AB2076 report, the European
Commission has adopted a program to use 23 percent
of alternative fuels by 2020.

They are in the process of updating this
report. As you can see, they are recommending a
pursuit of a portfolio approach and not rely on a
single fuel, and it is our understanding that when
they update this report, they may actually
increase the total to somewhere closer to 30
percent and that they feel very confident about
the natural gas number and the bio-fuel number.

They hydrogen number they think may be a
little too optimistic and they probably are going
to revise that downward to perhaps 2 percent.

Just as an example of what Germany is
doing to really promote natural gas, they are
planning to go from 20,000 to more than half a

million natural gas vehicles from now to 2018.
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They have put in 1,000 stations, and even though
they don"t have a lot of natural gas reserves,
this pie chart shows that there are a number of
countries where they think they can get the
natural gas from, and they feel better about the
geo-political risk associated from getting their
energy from these countries rather than the Middle
East.

One of the fuels that wasn"t mentioned
in the report was biomethane or renewable methane
that I think is worth considering. It is
certainly working in Sweden where half of the
methane for their natural gas vehicle fleet in
Western Sweden comes from biological sources and
is truly renewable.

What Republican Governor Pawlenty in
Minnesota is pursuing a very aggressive program to
cut the State®s energy consumption by 50 percent
and primarily relying on a bio-fuel strategy going
from perhaps 10 to 20 percent ethanol and then
having a B-2 standard for all vehicles starting
July 1, 2005, so 2 percent bio-diesel.

In general, we had an electricity
crisis, and there were certain measures that

perhaps could have been taken in the late 1990°s
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to avoid that crisis. The Californians will now
be paying for that inaction in that crisis until
2020, so let"s hope that we can move proactively
now to avoid a similar crisis on the
transportation side of things.

California has been clearly been a
leader in this area in terms of air quality global
warming. Can we at the state level become a true
leader in terms of energies security. Why is the
time right for a California First strategy. We
have higher than average gasoline and diesel
prices.

We are the most vulnerable, the world"s
second largest consumer of oil and transportation
sector behind the US as a whole. We are very
familiar with the electricity crisis, and we have
these tremendous recommendations that came out of
the AB2076 report. All that good work, and 1
think it is really now time to put that into
action.

Just a menu of possible options that we
would like to see the CEC recommend that the
legislature take and start advocating before the
legislature is that the state could really become

a model fleet operator, not five years, ten years
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from now, but tomorrow, and be saying that we are
only going to be purchasing hybrids or alternative
fuel vehicles.

We could have fleet rules similar to
what the South Coast Air Quality Management has
done, not for air pollution but for energy
security reasons on a statewide basis.

We could have a Moyer-type program for
energy security or at the very least phase in the
energy security criteria to the existing Moyer
program.

Certainly parking in Europe is proving
to be a major incentive for the use of advanced
vehicles. 1In all the state"s garages there could
be incentives for alternative fuels and hybrid
vehicles, and this could also be required at the
local level by local agencies for new parking lots
being built.

There is a possibility of revenue and
weight-neutral fee bates, so we are not getting
into an issue about big cars versus cars, but that
a fee could be placed on inefficient SUV"s and
that could be used to pay for discounts on more
efficient SUV's.

There is also a lot of interest in pay
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as you drive car insurance. That still would take
into effect driving records and age and all those
key factors, but it would also take in more into
effect how much you drive.

There is as they are doing in Minnesota,
the possibility of renewable fuel standard. We
have 5.6 percent of our fuel today is renewable.
It could be 10 to 20 percent over the next five
years. We could look at more bio-diesel, and 1|
believe that there are strategies that exist to
offset the possible increase in NOX emissions from
those fuel additives.

There could also be a measure as part of
the renewable fuel standard to say that a fuel
provider could comply with these measures by
selling or buying credits from alternative fuel
providers such as natural gas or propane.

Lastly, 1 think lastly, a penny a gallon
fee to incentivize the use of alternative fuels
and support advance vehicle technology research
and development 1 think would be highly welcomed
and desired by many.

Lastly, I know that there were a number
of questions in the report, the publication that

was put out in advance of this hearing, is
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hydrogen the answer. The Department of Energy is
saying that they can"t determine whether or not
hydrogen has a business case until 2015 because
there are too many financial and technical
unknowns. Then they can®t even say if it is going
to be a positive decision at that time.

Many of the oil and car companies are
largely in agreement with this time frame, so if
we think this is a really urgent problem, it seems
that relying simply on hydrogen would be a risky
strategy, and we say it is a tool in the tool kit.
It is not in itself the tool kit.

I think this is a slide that from a car
manufacturer that lays out a few approaches. We
will start out with improvements in internal
combustion engine technologies, we will move to
hybrids, and then the hydrogen fuel cell over the
long term.

I think as we transition from a mono to
a polyfuel future, we can have a richer scenario
here where natural gas vehicles play a role,
battery electric vehicles, | think the best days
are still ahead of us.

Hydrogen, internal combustion engine

vehicles have potential. Certainly lightweight
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materials 1 think we have just begun to see what
they can do. Biofuels, and then as | said
earlier, when you start combining hybrid
technology with any alternative fuel, you get some
really fuel cell like benefits.

OFf course, 1 think we need smart growth
and pro-transit policies need to be part of this
plan.

Let me just say that the CEC, with the
AB2076 report and as they were integrated into the
IEPR, the goals are great. It is really time for
action now. When there is a fire, who do you
call? The fire department. When there is a
pending transportation or energy crisis, who do
you call? 1f we don"t put forth a plan now, when
are going to do it, and I look forward to this new
analysis being done, but 1 also hope we can put
forward an aggressive plan so that in a not too
distant future, we can start working towards those
goals.

In summary, the transportation energy
challenges are real, though they may not appear
immediate to some. If we do nothing, we really
put our economy at risk and our environment

remains seriously threatened.
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The good news is that working together,
we can create a pro-job and pro-environment
solution that is really very good for the long
term future of the state. Thank you very much.

PRESIDING MEMBER GEESMAN: Thank you,
John.

COMMISSIONER BOYD: John, a question.
You mentioned a Moyer program for energy security.
Could I get you to elaborate on that just a little
bit more.

MR. BOESEL: 1 think the Moyer program
has proven to be quite effective iIn terms of
reducing NOX emissions. It will now have some
additional criteria to take into consideration our
particulate matter. So, | think we are seeing
some impressive gains in terms of taking out some
older diesel engines and putting in some newer
diesel engines.

That doesn"t help with our energy
security issues. So, If there was a similar
program where revenue was generated somehow
throughout the penny of a gallon gas tax, maybe
also through vehicle registration fees, so 1 said
that yes, we want the NOX and PM reduction

benefits, but we really want to reduce our
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dependence on foreign. That could really help
stimulate more activity in this area.

I think the good news, too, is that we
are constrained by our refinery capacity. If we
were able to start transitioning slowly to
alternative fuels now, we could actually help
address that refinery capacity issue by reducing
demand. Then there would be more slack in the
system, and we wouldn®"t have these price spikes
when there is an explosion or something happens at
a refinery.

COMMISSIONER BOYD: Thank you.

PRESIDING MEMBER: You mentioned that
you thought that there were some corrective
actions that could be taken to reduce potential
increases in NOX from some of the alternative
fuels. What are your thoughts there?

MR. BOESEL: I think there are a number
of solutions being pursued for bio-diesel, for
example. 1 think when we also look at the 2010
on-road diesel standards, whatever is out there is
going to have to be very clean. If a B-10 or a B-
20 addition to a new diesel engine system slightly
increases it, | think it will be offset by all the

other emission control devices that are part of
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that system to reduce emissions in total.

I think there are also a number of
additives that are being pursued that can help
address that.

On the ethanol issue, there are others
who are more expert than 1 on this, but I think by
actually increasing the percentage of ethanol,
that will actually help address the evaporative
emissions issue.

PRESIDING MEMBER GEESMAN: Thanks very
much.

COMMISSIONER BOYD: Thank you, John, |
appreciate it. | always appreciate what knowledge
CalStart has of what is going on out there and
sharing that with the rest of us. Thanks.

PRESIDING MEMBER GEESMAN: Cynthia
Verdugo-Peralta.

MS. VERDUGO-PERALTA: Good morning, 1 am
Cynthia Verdugo-Peralta. 1 am the governor®s
appointee to the South Coast Air Quality
Management District Governing Board. 1 represent
my AQMD on the steering team of the California
Fuel Cell Partnership. 1 also represent all 35 of
the APCD"s on the governor®s Hydrogen Highway Net

Advisory Panel as well.
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In addition, I am also an energy
efficiency specialist certified by this very
agency over 20 years ago.

On behalf of the South Coast AQMD, |1
would like to thank Commissioners Boyd and Geesman
for holding this workshop on a vitally important
set of questions regarding our transportation
sector and the need for energy efficiency and
alternative fuels.

I should say at the outset that 1
consider the management of our carbon-use cycle as
a single greatest challenge facing our state as
well as our nation.

Air quality and energy will remain
inherently linked as our two agencies continue to
address public health, energy resource depletion,
and climate change issues in a coherent and
coordinated fashion.

I would like to first provide you with a
brief overview of our current air quality
experience which we believe should be a critical
consideration as these issues are framed.

I am pleased to say that the ozone
season for 2004 was undoubtedly cleaner than the

preceding year, and in fact, our cleanest on

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36
record.

This past year, we experienced our
fewest number of days ever recorded for exceeding
both the one hour and the eight hour o-zone
standard.

While our air basin had the highest
eight hour average o-zone in the nation, the
highest number of days above the eight hour
standard national air occurred in the San Joaquin
Valley. However, it should also be noted that
cooler weather prevailed during much of the
summer .

When we look at the three-year running
average of air quality levels, it becomes clear
that progress since the late 1990°s had slowed
dramatically and is now essentially static.

This is true for both our one hour and
eight hour ozone levels. Relative to federal air
standards, we still face serious challenges in
meeting ozone standards, especially for attaining
the eight hour standard. We have even more
difficulty attaining the PM 2.5 standard, which we
exceed by over 180 percent.

Diesel emissions remain our largest

source of air borne toxic risk representing over
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70 percent of such risk. Gasoline related
emissions of benzene and other aromatic hydro-
carbons account for an additional 18 percent,
which means that mobile source emissions in our
basin account for 89 percent of air toxic risk in
Southern California.

Mobile sources represent the most
significant portion, 51 percent of all the 0OC
emissions and 75 percent of all NOX emissions.
Simply stated, we fail to dramatically reduce
mobile sources. |If we do so, the South Coast Air
Basin will be unable to attain the federally
prescribed public health standards for air
quality. For us, this also means that we would be
losing funding for the programs that we support
for alternative fuels.

I would like to now discuss our
perspective on near, medium, and longer term
energy issues which intersect our air quality
problems in the South Coast Basin.

First and foremost, fuel and energy or 1
should say engine technology issues must be seen
as a synergistic system. Vehicle emissions create
both potentially irreversible health consequences

as well as greenhouse gas emissions which can
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possibly cause irreversible global climactic
effects.

The lack of readily available
substitutes for oil also creates major economic
vulnerabilities to oil resource depletion. Until
recently, the price of conventional petroleum-
based fuels was not high enough to trigger
substantial market opportunities for alternative
fuels.

Now, however, we see that the
assumptions made about energy prices need to be
dramatically revised. Such upward price revision
will inevitably reinforce the economic benefits of
vehicle hybridization as well as alternative fuel
vehicles.

Regarding alternative fuels in the near
term, natural gas technologies remain the
benchmark for the lowest heavy duty NOX emission
levels. CNG light duty vehicles such as the Honda
Civic combined with its home refueling appliance
which Honda affectionately calls "Phil", offers a
realistic option as well.

LNG trucks and busses offer additional
opportunities to diversify our energy mix while

providing significant air quality advantages, both
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in terms of NOX and toxic emissions.

As we approach the possible peak
production of oil globally during the decade or
next natural gas vehicle options will prove
increasingly valuable.

Another important option for extending
our diesel supplies both as a blend stock and as a
neat fuel is gas to liquid technology which offers
zero sulphur and aromatic levels which are
extremely attractive from an air quality
standpoint.

The high number of such Fischer-Tropsch
diesel, for example, makes it a very desirable
fuel component, but also provides an opportunity
for low NOX emissions by increasing the potential
for the use of advance diesel exhaust gas
recirculation or EGR technology.

I also want to make one other point on
the issue of peak oil production. While it is
impossible to predict with any great certainty
when production levels will begin to ultimately
slowly decline, once they do, that very fact alone
may also cause an unprecedented change in the
volatility of global oil markets to the great

detriment of California, which is especially
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vulnerable to oil price spikes.

In order to meet federal and state air
quality standards, there is going to be increasing
regulation in the mobile sector that is going to
drive industry to cleaner technologies including
electro-drive technology.

We see a significant role for electro-
drive technologies. This includes dramatic
expansion of full hybrids across the entire
vehicle product line for light, medium, and heavy
duty vehicles.

Plug-in hybridization is an extremely
important technology and should be further
encouraged by state policy. We also see it as a
significant bridging technology to the California
Hydrogen Highway Net. As you may know, we are
currently working with Daimler Chrysler, EPRI, and
SCE on a demonstration electro-drive technology.

Heavy duty hybridization offers perhaps
the greatest potential for energy efficiency
increases in that market segment. Gasoline hybrid
busses are far cleaner than their diesel hybrid
counterparts.

There has also been much recent

discussion about the possible role of additional
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ethanol use in the state. Paul Wuebben, who is
here today from my staff is here with me and can
provide an additional technological perspective on
the issues of concern to this agency.

In general, 1 should note that we at the
South Coast AWMD are very concerned about the
additional 19 to 25 tons per day of VOC emissions
in our basin, which the ARB as recently associated
with the permeation related emissions from
gasoline containing ethanol blends.

OFf course, it is crucial that we take a
long term perspective on finding zero carbon
transportation options which will offer a truly
sustainable source of mobility. The most
important option will offer a truly sustainable
source and the most important option is also in
regard is the hydrogen fuel cell vehicle.

We are very pleased that the state is
working to establish a growing network of
refueling stations to accelerate this emerging
technology.

While we recognize that there are
technological barriers which still must be
overcome with respect to vehicle cost,

infrastructure, availability, and fuel storage
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medium, we believe that it is incumbent on the
state to make the investments needed to insure
that the full potential of the hydrogen economy is
realized as soon as possible.

Looking at technology commercialization,
the South Coast AQMD has established a number of
fleet rules which we believe offer a template for
similar programs throughout the state.

We have adopted seven specific fleet
rules which cover public and private fleets. As
you know, we have formally petitioned the ARB to
submit our fleet rules to the EPA for a waiver
from a prohibition on the federal Clean Air Act.

This action would help sustain the very
positive market momentum which existed prior to
the Supreme Court action which remanded the case
back to federal district court to determine
whether the South Coast AQMD is preempted from
implementing the rules as they apply to public
fleets.

Significant incentive funding has been
an essential stimulus to the near term
commercialization of alternative fuel
technologies.

The Carl Moyer program has provided $110

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

43
million state-wide and we believe the recent
infusion of additional state funds into this
program will provide significant benefit.

Our agency has, as a policy matter,
targeted our Moyer funding to alternative fuel
projects as we consider the need for non-petroleum
options to be of such high value both in terms of
our air quality and energy diversification.

Through the South Coast AQMD"s
technology advancement office in cooperation with
our strategic partners, the DOE, CEC, ARB and
other organizations, we are working on a wide
range of important technologies. These include
diesel after treatment, emulsified diesel, heavy
duty natural gas engines and infrastructure,
enhance CNG and LNG gas specifications, advance
high efficiency, diesel engines, advance hybrid
vehicles including plug-in and hydraulic
technologies, gas to liquid which is GTL, fuels
formulations, renewable energy projects, hydrogen
internal combustion engine demonstrations,
hydrogen infrastructure, and fuel cell vehicle
demonstrations.

Each of these technologies offers an

important step along the path towards low and zero
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carbon emission alternatives.

As we look forward, it is crucial that
the CEC place its highest near term priority on
encouraging the adoption of the AB 2076 report,
which we view as an excellent blue print for
addressing this inter-related issues.

The energy efficiency targets laid out
in the report are extremely important as we move
forward. In many ways, the failure of congress to
adequately address our need for updating CAFE
standards is without question the central failure
on energy policy at the national level.

While California does not directly have
authority on this area, there are many important
initiatives which we should bring forward to give
this matter such greater currency.

We also want to encourage energy
efficiency and load management protocol and
programs as well as shifting the load to off-peak.

We all learned a very hard lesson during
the last energy crisis. Those of us iIn the
industry know full well that the next one can be
right around the corner without good planning. In
addition, too many do not know of the adverse air

quality effects which were directly related to the
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executive orders to allow the generating stations
to emit beyond their permitted levels to keep the
lights on.

Load management and energy efficiency
program planning needs to be inclusive of the
utilities. More importantly, you need to make
sure your sister agency, the CPUC, recognizes the
importance of these programs as well as
alternative fuel programs, which they have tried
to disallow in the annual budgets of the
utilities.

We desperately need the research and
development which these programs provide in our
quest for clean air as well as energy reliability.
There are also a number of areas which we believe
the additional CEC effort would be particularly
constructive.

Updating of AB 2076 economic break even
analysis of hybrid vehicles to reflect more recent
oil price realities, the development of a state
vehicle purchasing handbook which highlights the
most energy efficient and alternative fuel
technologies available, the request from the CEC
to OTTO and engine manufacturers for status

reports on their efforts to bring more high
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efficiency and alternative fuel vehicles to market
in the near and medium term.

Enhanced life cycle analytical methods
could also give the state better tools with which
to determine development of a draft petroleum
fuels and carbon emission diet for the state"s
vehicle fleet, and development of contingency
planning scenarios which consider the consequences
from a severe shortage of petroleum-based fuels
resulting from one or more unexpected worst-case
catastrophic events.

Such scenario development could provide
valuable insights and perspective by decision
leaders on the degree of vulnerability of the
state to such occurrences.

1, along with my fellow governing board
members, commend the CEC for holding this workshop
and look forward to further cooperative efforts of
our agencies.

Thank you very much for allowing me to
speak today.

PRESIDING MEMBER GEESMAN: Cynthia,
thank you for your very compelling statement. Our
agencies have enjoyed a good working relationship

in the past and hopefully in this 2005 cycle, we
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can do more to make certain that the concerns of
the South Coast Air Quality Management District
are at the center of the transportation fuel
strategy that we articulate.

MS. VERDUGO-PERALTA: We would
appreciate that.

COMMISSIONER PFANNENSTIEL: 1 just have
a quick question. You discussed quite
comprehensively what you are looking at for
alternate fuels and efficiency programs. |1
thought that was very very compelling. Are you
doing much to look at the reduction in vehicle
miles traveled.

MS. VERDUGO-PERALTA: We do have the
trip program, miles per trip. We did have also
the ride share on Thursday, there has been a
program that they have allowed the companies to
expand the options of how to reduce the miles.
So, it is an expanded program of what the original
one was, which was a little bit restrictive for
the companies that were involved.

COMMISSIONER PFANNENSTIEL: Thank you.

PRESIDING MEMBER GEESMAN: Thank you,
Cynthia, good to see you again.

MS. VERDUGO-PERALTA: Good to see you
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too.

PRESIDING MEMBER GEESMAN: Now, she
invited Paul to address the ethanol 